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Introduction
Poor areas could be so because they concentrate household with the "wrong" characteristics, such as low level of education, higher family sizes, etc. If households were free to migrate, any social policy aiming at raising education levels in those specific areas, for example, would end-up estimulating out-migration. As a result, the inequality observed after the adjustment process would indicate a scenario in which there would be no geographical differences in levels of living (income, living conditions, etc.) . It would be completely explained by the differentiated sets of personal characteristics across regions. In this case, there would be no place for targeting a specific region in the implementation of policy measures: there would be no need for "regional" policy. On the other hand, moving can be costly and risky for poor people, due to transportation costs and other personal (emotional, non-economic) factors. As Ravallion (1993) points out, it could be difficult to policy makers to target household characteristics, indicating that geographic targeting could be in case, even after allowing for migration. Park, Wang and Wu (2002) evaluated the effectiveness of regional targeting of a Chinese large-scale poverty alleviation program, and found out that political factors have affected targeting and leakage has increased as coverage increased. Bird and Shepherd (2003) tested social and political exclusion variables as well as typical geographical variables in the explanation of rural poverty in Zimbabwe, and showed that proximity to urban areas is an important factor. This discussion points out to the importance of determining whether or not observed regional inequality is completely due to differences in mobile nongeographic characteristics, such as education, family size, etc., or if, even after controlling for those variables, a "regional" residual would still be present. Brazil is a country with huge and persistent regional inequalities, as described in Azzoni (2201) , Baer (2001) and Haddad (1999) and is thus an interesting case to study the subject. Azzoni and Servo (2002) have shown that metropolitan differentials in wage income are important, even after controlling for personal and sectoral characteristics of households, as well as for cost-of-living differences, with similar results for the variables of interest across years. That study is limited in the sense that only households of the 11 official metropolitan are compared. In this paper we deal with all 27 states in the country, including households in urban (metropolitan and non-metropolitan) and rural areas. In this study we use information from the Population Census of 2000, while Azzoni and Servo had to rely on household surveys, since the census was not available at the time.
We apply different decomposition techniques to assess the role of demographic and geographical variables in explaining income inequality in Brazil, following Ravallion and Wodon (1999) . Since we have a larger number of observations, we were able to estimate regressions for each state, improving on the results of both studies. The next section presents the database and provides some information on the regional distribution of poverty in Brazil. In section 3 we regress the log of real income values in the states against personal characteristics and regional dummies, allowing for a first statement of the importance of regional factors. A step forward in the decomposition of the factors influencing regional inequality is presented in section 4, in which both the influence of characteristics and of returns to characteristics is determined. In section 5 we develop geographic and concentration profiles, using national parameter estimates to predict the income of households in different states. Finally, section 6 presents the conclusion of the study.
Database
We use the log of the "welfare ratio" Comparing urban and rural households, the coefficients are quite different in general. For example, number of adults is not as important a negative factor for rural households (the coefficient is almost half of the urban equation); the number of elderly turns out positive for rural households, probably indicating the importance of pension payments for people that age in the rural setting 5 . As for the state dummies, they are all significant, indicating that, controlling for all non-geographic characteristics included in the 2 Since our sample sizes are large enough, we have assumed that errors are i.i.d. We have ran a version correcting for heteroscedasticity and the results are practically the same. 3 Exp (-1.0006) = .37 4 The results for household characteristics are similar to the ones observed in Azzoni and Servo (2002) and to other studies in the same subject in the country, as Arbache (1998) , Reis and Barros (1991) . 5 Pension payments to rural elderly is a very important source of income for rural communities, especially in poor regions X vector, there are significant differences in the welfare ratio across states. This is a first indicator that geography matters.
( Table 2 , Page 12)
Comparing areas
It is now important to explain the differences in welfare between urban and rural households. Writing separate equations for urban and rural households, and taking expectations of them, the urban-rural differential in mean welfare ratio is
Where X U,R are the sample means for urban and rural areas, and s U,R,k are the proportions of state k's population in each sector. The first term in the right-hand side of Equation (2) is the difference in intercepts. In this case, it shows the difference between the predicted log W for an unemployed non-white married women in São Paulo state between urban and rural areas. The second term indicates the differential impacts of non-geographic variables in urban and rural areas. The third term gives the difference due to the geographical distribution of population between urban and rural areas.
The results of this decomposition are presented in Table 3 . The difference in the intercept indicates that unemployed non-white married women living in the rural area of São Paulo state are better off, comparatively, than those living in the urban area. As for the nongeographic variables, the largest influence comes from the urban-rural differences in education variables, but differences in demographics also play a role. The difference in geographic dummy variables indicates that, on average, and controlling for other characteristics, the gap between the rural areas of São Paulo state and other similar areas in the country is higher than in the urban case. This effect is of the same order of magnitude as those of differences in occupation variables.
(Table 3, Page 13)
The above comparison between urban and rural areas does not tell the interesting part of the story, for the differences could either be due to differences in characteristics or to the varying returns to those characteristics across states. For example, the difference in education could result from different years of schooling across states and/or to the varying returns to each school year in different states. In other to advance further in the analysis, since the model parameters differ between the rural and urban models, we compute the expected gain in welfare from living in urban areas of a given state over rural areas, given that the household has the national means of all characteristics, X * . For the jth state, this is given by
Only the third term in the right-hand side of Equation (3) varies across states. The first term shows the effect of unexplained sectoral differences between rural and urban areas, as well as differences in the excluded dummies. The second term presents the effect of urban-rural differences in the returns to household characteristics, that is, for a household with the national set of average characteristics, what would be the difference in welfare if the location were urban or rural. The results of this decomposition are also presented in Table 3 . Of the -0.10 difference in household characteristics, returns to characteristics account for -0.22, while the profile of characteristics in the rural area present a positive effect of 0.12. Thus, the comparative disadvantage of rural areas in terms of household characteristics is due mainly to the lower return to characteristics in the rural setting. As for demographics, the most important share belongs to the characteristics (58%), with returns at a lower level, although positive. That is, on average, rural households present a more adequate set of characteristics than urban households, although returns are also higher in the rural areas. A similar situation is observed for education, only that in this case the share of characteristics is higher, 72%. This indicates that, on average, households living in the rural areas present a more adequate set of characteristics. As for differences in the last term of equation 3, the gap between urban areas of São Paulo state and other urban areas in the country favors this state, and is around one third of the same gap involving rural areas, indicating that both sectors do better in São Paulo, but the rural sector is in better shape, relatively, than its urban sector.
We have estimated regressions for households within each state, in which case the regional dummies were off course eliminated. From these equations, the same decomposition of equation (3) was estimated for households within each state, and the results are presented in Table 4 . Column (B) indicates the urban-rural income differential for a household with the national average of characteristics, subject to the returns of those characteristics in each state. As Figure 1 indicates, the urban-rural return to household characteristics (column B) is inversely related to aggregate income levels. That is, the higher the share of a state in national production, the lower the premium for living in the urban areas. Another way to say it, is that the rural sector in big-economy states is more developed, comparatively, than in small states. For example, in the case of Sao Paulo state, with 35% of national GDP, the differences in returns between urban and rural households is only 0.9, from a total of 0.54. The highest share in the explanation comes from differences in characteristics of rural households (column E).
( Table 4 , Page 14) (4) is lower than the observed one (unconditional), there is an indication that households in that state experiment higher returns to characteristics, as compared to the national average return.
This measure was named "geographic profile" by Ravallion and Wodon (1999) , and isolates the purely geographical effects. The results are presented in Table 5 . Figures 2 and   3 show the ratio of unconditional to the estimate incomes ("geographic") in relation to per capita income levels in states (national per capita income level = 1). The figures indicate that the richer the state, the higher the ratio, that is, rich states tend to experiment higher returns to characteristics than poor states, in both sectors. Results are also shown in Table 5 . As Figures 3 and 4 indicate, the variation of the concentration profile across states does not provide such an evident relationship as in the case of the geographic profile. Nonetheless, the urban sector presents an increasing trend as per capita income grows for the poorer group of states, although the overall dispersion seems to be independent of the income level of a state. For the rural sector this conclusion is even stronger.
Conclusions
We have produced a study on whether or not observed real income regional inequality in Brazil is completely due to differences in mobile nongeographic characteristics, or a "regional" component would also be present. We have applied different decomposition techniques to assess the role of demographic and geographical variables in explaining income inequality in Brazil, following Ravallion and Wodon (1999) . Since we have a larger number of observations, we were able to estimate regressions for each state, improving on the results of previous studies.
It is clear from the results that it is very important to differentiate urban and rural situations in studying regional inequality in Brazil. By applying adequate regional sectorspecific deflators, the relative position of different states in relation to the national income average changes significantly, as compared to the relative position in terms of nominal (non regional-specifically deflated) income. The estimated income equations indicate that urban and rural coefficients are quite different, and that the state dummies are all significant, indicating the geography matters.
The decomposition of income differences between urban and regional areas indicates that education variables are the most important factor, followed by demographic characteristics, but geographical differences also play a role. The influence of all explanatory variables was disaggregated into returns to the variables and characteristics, and the relative importance of these components varies across characteristics. In the case of demographic variables, 58% of the importance is due to the set of characteristics, and the remaining 42% to returns to demographic characteristics. For education, a larger share of the influence comes from characteristics: 72%. The urban-rural differentiation in returns to characteristics in large-economy states tend to favor large-economy states, in which the highest share in the explanation comes from differences in characteristics of rural households. The comparison of observed (unconditional) real income levels with estimated levels, based on national sets of characteristics, indicate that rich states tend to experiment higher returns to characteristics than poor states, in both sectors.
These set of results indicate that, although personal characteristics do play an important role in explaining rural-urban regional differences in real income in Brazil, there still is room for regional differentiation. That is, even after controlling for all type of household characteristics, there still is room for geographical differentiation. 
